We also consider the asymmetric association between earnings and stock returns put forward by Basu (1997) . There are a few reasons why this measure may not be well-suited for this study. First, one advantage of our setting is the availability of detailed financial statement information for a large number of unlisted firms, which allows us to compare the differences between listed and unlisted firms. Using a stock return-based measure excludes unlisted firms from our sample. Second, one important premise of theBasu (1997) measure is that the stock return is a reasonable proxy for fundamental news. In our sample, the validity of this assumption may be subject to the noise introduced by various changes in India's equity market, such as the ban on short-selling and the initiation of derivative trading. Lastly, there is an ongoing debate over the theoretical and statistical nature of the Basu (1997) measure, which leads to further uncertainty over its suitability.
from the Bombay Stock Exchange. To make the result comparable to our main results, we use the same sample selection criteria, except that here we also require each firm-year observation to have at least 150 trading days.
1 We modify equation (2) to incorporate the Basu (1997) measure:
P rof it ist = β 1 N EG ist + β 2 RET ist + β 3 N EG ist × RET ist + β 4 DRT st + β 5 DRT st × N EG ist + β 6 DRT st × RET ist + β 7 DRT st × N EG ist × RET ist
(1)
P rof it ist is profit excluding extraordinary items scaled by total assets. RET ist is the raw annual return, and N EG ist is an indicator equal to one if annual return is negative. All other variables are defined as before. Similar to equation (2), β 7 captures the level of timely loss recognition and is our primary interest. Table AI reports the results from estimating equation (4). Due to the availability of stock return data, the sample size drops by 60%. Nevertheless, the estimated β 7 is positive and significant at the 5% significance level, consistent with our main results.
To further corroborate our inference, we also use the second Basu (1997) conservatism measure based on earnings changes. An advantage of this measure is that it only requires earnings change information and can be applied to a larger number of firms in our sample.
However, a potential drawback is that the earnings change measure may be noisier and less powerful than the Ball and Shivakumar (2005) measure or the returns-based Basu (1997) measure.
2 To implement this measure, we modify our main regression based on Table 3 in Basu (1997) . Specifically, we regress earnings change 3 on one-year lagged earnings change, indicator of negative lagged earnings change, and the product of the two, as well as the interactions of DRT with the three variables. Control variables are modified accordingly.
Since the specification is essentially a first differencing regression, we drop firm fixed effects in the estimation. Column 1 of Table AII shows that the triple interaction term is negative and significant at the 10% level, implying that differential persistence between positive and negative earnings changes widens following DRT establishment. In the next column, we also estimate the regression after adding back firm fixed effects and observe similar results. As expected, the standard errors (compared to the estimated coefficient) are larger than in other measures, which may result from the noisy nature of the earnings change measure. This table reports the results from estimating equation (4). PAT is profit excluding extraordinary items scaled by total assets. RET is the raw annual return, and NEG is an indicator equal to one if annual return is negative. Standard errors are in parentheses and are clustered at the state level. *, **, and *** denote different from zero at 10%, 5%, and 1% significance level in two-tailed t tests, respectively. This table reports the results from using the Basu (1997) earnings change measure of timely loss recognition. ∆PAT is the year-to-year change of profit excluding extraordinary items scaled by total assets. ∆PAT 1 is the one-year lag of ∆PAT. D∆PAT 1 is an indicator of ∆PAT 1 when negative. Standard errors are in parentheses and are clustered at the state level. *, **, and *** denote different from zero at 10%, 5%, and 1% significance level in two-tailed t tests, respectively. This table reports the result of estimating euqation (2) with hypothetical DRT introductions. The sample period covers financial years 1998-2010. The assignment order of hypothetical DRTs at state-level is exactly the same as the real DRTs except that the initiation takes place 7 years after the initiation of real DRTs. Standard errors are in parentheses and are clustered at the state level. *, **, and *** denote different from zero at 10%, 5%, and 1% significance level in two-tailed t tests, respectively. (2) with OLS, separately for firms with different stock exchange listing status and external finance dependence. The first two columns show the results for "listed" firms (Column 1) and "unlisted" firms (Column 2). A firm is classified as "listed" if it is listed in either the Bombay Stock Exchange or the National Stock Exchange of India in the year immediately prior to the establishment of the firm's corresponding DRT. The last two columns show the results for "high external finance dependent" industries (Column 3) and "low external finance dependent" industries (Column 4). The industry classification is based on US firms, following the method in Rajan and Zingales (1998) . Standard errors are in parentheses and are clustered at the state level. *, **, and *** denote different from zero at 10%, 5%, and 1% significance level in two-tailed t tests, respectively. This table reports the results of estimating equation (2) with OLS, separately for districts with foreign banks (Column 1) and without (Column 2). A district is classified as with foreign bank if the district had at least one foreign bank prior to 1994. Standard errors are in parentheses and are clustered at the state level. *, **, and *** denote different from zero at 10%, 5%, and 1% significance level, respectively.
Table AVI
The This table reports the results of estimating equation (2) with OLS, separately for firms in district with above median and below median number of bank branches or unique banks around DRT implementation. Standard errors are in parentheses and are clustered at the state level. *, **, and *** denote different from zero at 10%, 5%, and 1% significance level in two-tailed t tests, respectively. This table reports the results of estimating equation (2) with OLS, separately for firms with increasing, unchanged, or decreasing number of banks whom they borrowed from around DRT implementation. The change in the number of banks is measured from the year prior to DRT implementation to two years after. Standard errors are in parentheses and are clustered at the state level. *, **, and *** denote different from zero at 10%, 5%, and 1% significance level in two-tailed t tests, respectively.
